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INSURANCE AUSTRALIA GROUP LIMITED

APPENDIX 4D — HALF YEAR REPORT 31 DECEMBER 2007

RESULTS FOR ANNOUNCEMENT TO THE MARKET

Up/down % change $m
Revenue from ordinary activities Up 15% 4,688
Profit from ordinary activities after tax
attributable to shareholders Down 68% 110
Net profit attributable to shareholders of
Insurance Australia Group Limited Down 68% 110
Dividends — ordinary shares Amount per share Franked amount per share
Interim dividend 13.5 cents 13.5 cents

The record date of the dividend is 12 March 2008. The dividend is to be paid on 14 April 2008. The Company’s dividend
reinvestment plan (“DRP”) will operate by issuing new ordinary shares to participants at a 1.5% discount. The last date
for the receipt of an election notice for participation in the company’s DRP is 12 March 2008. The DRP Issue Price* will
be the Average Market Price* for the eight trading days from 17 March 2008 to 28 March 2008 inclusive, less the discount
of 1.5%.

Eligible shareholders may now lodge their DRP elections electronically by logging on to IAG's website at
http://www.iag.com.au/shareholder/manage/index.shtml.

* Defined terms in the Dividend Reinvestment Plan booklet.
This report is to be read in conjunction with the annual report of the Group for the year ended 30 June 2007 and any

public announcements made by the Group during the half year reporting period in accordance with the continuous
disclosure requirements of the Corporations Act 2001.
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INSURANCE AUSTRALIA GROUP LIMITED

APPENDIX 4D — HALF YEAR REPORT 31 DECEMBER 2007

OTHER INFORMATION

During the half year the Insurance Australia Group held an interest in the following joint ventures:

% Held
Joint venture
NTI Limited 50.00
Assetinsure Financial Products Pty Limited 50.00
Associates
AmAssurance Berhad 30.00
First Rescue and Emergency(NZ) Limited 50.00
Loyalty New Zealand Limited 25.00
Sureplan NZ Limited 30.00
AR Hub Pty Ltd 33.33
Arista Insurance Limited 25.60
InsuranceWide.com Services Limited 26.70

The company’s aggregate share of profits of these entities is not material.

Page 2




INSURANCE AUSTRALIA GROUP LIMITED

APPENDIX 4D — HALF YEAR REPORT 31 DECEMBER 2007

APPENDIX 4D COMPLIANCE MATRIX

Appendix 4D disclosure requirements

Insurance Australia Group Appendix 4D

Page
Number

Note
Number

1.

Details of the reporting period and the
previous corresponding period.

All financial data headings

2.

21

2.2

Key information in relation to the
following.  This information must be
identified as “Results for announcement
to the market”.

The amount and percentage change up
or down from the previous corresponding
period of revenue from ordinary activities.

The amount and percentage change up
or down from the previous corresponding
period of profit (loss) from ordinary
activities  after tax attributable to
members.

2.3 The amount and percentage change up or

2.4

25

2.6

down from the previous corresponding
period of net profit (loss) for the period
attributable to members.

The amount per security and franked
amount per security of final and interim
dividends or a statement that it is not
proposed to pay dividends.

The record date for determining
entitlements to the dividends (if any).

A brief explanation of any of the figures in
2.1 to 2.4 necessary to enable the figures
to be understood.

“Results for announcement to the market” page 1
Appendix 4D

Net tangible assets per security with the
comparative figure for the previous
corresponding period.

Attachment A: Half year financial report 31
December 2007:
e Notes to the financial statements

- Net tangible assets.
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Note 14

4.1

4.2

4.3

Details of entities over which control has
been gained or lost during the period,
including the following.

Name of the entity.
The date of the gain or loss of control.

Where material to an understanding of
the report — the contribution of such
entities to the reporting entity’s profit from
ordinary activities during the period and
the profit or loss of such entities during
the whole of the previous corresponding
period.

Attachment A: Half year financial report 31
December 2007:
e Notes to the financial statements

- Acqusitions and disposals of businesses

Page 23

Note 10
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INSURANCE AUSTRALIA GROUP LIMITED

APPENDIX 4D — HALF YEAR REPORT 31 DECEMBER 2007

Appendix 4D disclosure requirements Insurance Australia Group Appendix 4D Page Note
Number | Number
5. Details of individual and total dividends or | Attachment A: Half year financial report 31
distributions and dividend or distribution | December 2007:
payments. The details must include the | ¢«  Notes to the financial statements
date on which each dividend or - Dividends note Page 19 | Note 7
distribution is payable and (if known) the
amount per security of foreign sourced
dividend or distribution.
6. Details of any dividend or distribution | Attachment A: Half year financial report 31
reinvestment plan in operation and the | December 2007:
last date for the receipt of an election | e Notes to the financial statements
notice for participation in any dividend or - Dividend note Page 19 | Note 7

distribution reinvestment plan.

7 Details of associates and joint venture
entities including the name of the
associate or joint venture entity and
details of the reporting entity’s percentage
holding in each of these entities and -
where material to an understanding of the
report - aggregate share of profits
(losses) of these entities, details of
contributions to net profit for each of
these entities, and with comparative
figures for each of these disclosures for
the previous corresponding period.

“Other information” page 2 Appendix 4D

8. For foreign entities, which set of
accounting standards is used in compiling
the report (e.g. International Accounting
Standards).

Not applicable

9. For all entities, if the accounts are subject
to audit dispute or qualification, a
description of the dispute or qualification.

Not applicable
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INSURANCE AUSTRALIA GROUP LIMITED

APPENDIX 4D — HALF YEAR REPORT 31 DECEMBER 2007

ATTACHMENT A

INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

HALF YEAR FINANCIAL REPORT - 31 DECEMBER 2007

Page 5



INSURANCE AUSTRALIA GROUP LIMITED
ABN 60 090 739 923
AND SUBSIDIARIES

FINANCIAL REPORT
FOR THE HALF YEAR ENDED 31 DECEMBER 2007



INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

TABLE OF CONTENTS
THIECTOTS' REPOTT 1ocveirvrimrrmmmmmsrssrsenrs st et sssane oo e eteemeasereemeseressedesEebEsaeICiessESIRASaSe bR TR R 1
Lead Auditor's Independence Declaration ... e eetaee et 8
Financial Report . ‘
CONSOlAated TACOME STALEITIENE ¢.vuvesrverracererrrasrrsssnmssbesssnsssrsemsesibEEeRs e PR AT s 9
Consolidated BalAnee SHEEE ..ooiiuiiirsssecocmeesesmmessiresesebis s s et s T 10
Consolidated Statement of Recognised Income and EXPENSE ..owvieneriseriimm sttt 11

Consolidated Cash FIOW STAIGIMENT c.cve.vverecrrsmrermresrssssarseraanesmss st st s b ST a0 12
Notes (0 the FINancial SEBIMSIS ......ererresiirsrrramessessssaras s ss s s rramy s SRS S st 00 13-24
DTECEOTS IIECIAIAtION 1.v.vessesesememesisesseasasersesseecusmstshnsesssbsranasas rbegsEE S er s oS mn s bR £ S I LTS 1 25

Tndependent AUGIOr'S REVIEW REPOIT 1ioveeersuureemssertassssiassansssaresss st s b s e 26



-1-
INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

DIRECTORS' REPORT

The Directors present their report together with the consolidated financial report of Insurance Australia Group Limited and its subsidiaries
for the half year ended 31 December 2007 and the auditor's review report thereon.

The following terminology is used throughout the financial report:
% JAG, Parent or Company - Insurance Australia Group Limited
* [AG Group, Group or Consolidated entity - the Consolidated entity consists of Insurance Australia Group Limited and its subsidiaries.

Directors

The Company's Directors in office at any time during or since the end of the half year are as follows. Directors were in office for the entire
period unless otherwise stated.

Mr JA Strong (Director since 2 August 2001), Ms YA Allen (Director since 10 November 2004), Mr JF Astbury (Director from 25 July
2000 to 31 August 2007), Mr PM Colebatch (Director since 1 January 2007), Mr GA Cousins (Director from 25 July 2000 to 31 August
20073, Mr HA Fletcher (Director since 1 September 2007), Mr ND Hamilton (Director since 19 June 2000), Ms A Hynes (Director since 1
September 2007), Mr RA Ross (Director since 25 Tuly 2000), Mr BM Schwartz (Director since 1 January 2005), Mr MJ Hawler (Director
since 2 November 2001) and Mr MJ Wilkins (Director since 26 Novernber 2007).

Principal activities .

The principal continuing activities of the IAG Group are the underwriting of general insurance and related corporate services and investing
activities. :

Operating and financial review

Operating result for the half year

The IAG Group's net profit after tax for the current half year was $127 miltion (2006 - $332 million). After adjusting for minority interests
in the TIAG Group result, net profit attributable to the equity holders of the Company was $110 million (2006 - $345 million).

The current half year results incorporate the full period impact from the United Kingdom ("UK") insurance operations since the IAG Group
made its entry in the UK market in the 2007 financial year. The IAG Group acquired Hastings Insurance Services Limited (“Hastings™)
and Advantage Insurance Company Limited (“Advantage™) on 29 September 2006 and EIG (Investments) Limited (“Equity”} on 8 January
2007. :

(a) Underwriting results

Gross written premium of the IAG Group increased by $527 million to $3,851 million for the current half year period (2006 — $3,324
million). The strong growth resulted from:

. the fufl half year period contribution of the UK operations which gencrated a growth of $502 million; and
. the growth in the Australia personal lines business and New Zealand operations;
. partially offset by the fall in the Australia commercial lines business reflecting the impact of the price increases in a

competitive market.

The TAG Group produced an underwriting loss before investment income on technical reserves of $7 million (2006 - an underwriting profit
of $244 million).

The key factors driving the current half year period underwriting results were:

. the increase in claims expenses due to the increased frequency and severe weather events of $326 million or loss ratio of
8.8% (2006 — $125 million or ioss ratio of 4.0%); and

. continued soft cycle conditions in commercial business.
The aggregate impact of the above was mitigated by reserve releases from the Australia long-tail portfolios.

The insurance .proﬁt of $217 million {2006 — $420 million) equated to an insurance margin of 5.9% (2006 — 13.3%). The fixed interest
portfoho. _backmg the technical reserves produced a strong investment income of $224 million (2006 — $176 million) offsetting the
underwriting loss for the current half year period. This investment income incorporated a §55 million mark to market loss due to the

widening of credit spreads cquivalent to a 1.5% reduction in insurance margin. Given the very high credit quality of the portfolio, the mark
to market loss is expected to unwind as the portfolio matures.



_2.
INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

DIRECTORS' REPORT

Operating and financial review (continued)

(i) Australia insurance operations

‘Gross written premium of the Australia insurance operation decreased slightly to $2,683 millien for the current half year period (2006 —
$2,689 million). This was mainly due to:

. decrease in premium 2s a result of the continuing impact of the New South Wales Life Time Care and Support Scheme;

. the Australia commercial lines portfolio decrease in premium of 5.5% as a result of the continuing soft market, the
premium reductions in workers’ compensation driven by competition and the improved claims experience and the volume
impact of premium price increases to maintain the longer term sustainable operating results; and

. offiet by the direct personal insurance short-tail portfolio which generated 4.8% growth.
The Australia insurance operation produced an underwriting profit before investment income on technical reserves of $95 million (2006 -
$226 million). The prior period results in the following discussion incorporated the allocation of the result of the Captive reinsurer, IAG
Re Dublin.

The key factors driving the current haif year period underwriting results were:

. the increase in claims expenses due to the increased frequency of severe weather events by $106 million to $228 million
(2006 — $122 million);

. the net increase in reserve releases; and

. the continuing soft underwriting condition in commercial lines.
The insurance profit of $255 million (2006 — $385 million) equated to an insurance margin of 9.8% (2006 — 14.8%). The fixed interest
I:;fiﬁifgg; backing the technical reserves produced a similar level of investment income of $160 million to that of prior period (2006 — $159
Profit from fee based business was $32 million compared to $27 million in the prior period. The current half year period resulis included:

. the prior period performance fees in relation to the NSW and Victoria Workers Compensation Schemes; and

. a profit of $9 million in relation to the sale of the premium finding loan portfolio.
(ii) New Zealand insurance operations
Gross written premium of the New Zealand insurance operation increased by 4.8% (3.5% in local currency terms) to $482 million for the

current half year period (2006 — $460 million). The solid growth was mainly attribuied to volume and rate increases through the
intermediary channels. .
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

DIRECTORS' REPORT
Operating and financial réview (continued)

The New Zealand insurance operation produced an underwriting‘ Joss before investment income on technical reserves of $32 million (2006
— an underwriting profit of $27 million). The prior period results in the following discussion incorporated the allocation of the result of the
Captive reinsurer, TAG Re Dublin.

The key factor driving the current half year period underwriting results was the increase in claims expenses by $41 million due to the
abnormal severe weather and an earthquake.

The insurance result was 2 foss of $21 million (2006 — an insurance profit of $39 million) equating to an insurance margin loss of 48%
(2006 - a profit of 9.0%). The fixed interest portfolio backing the technical reserves produced a flat investment mcome of $11 million
(2006 — $12 million).

(iii) United Kingdom insurance operations

This is the first time a full half year period result was reported for the UK insurance operations since the acquisitions of Hastings and
Advantage in September 2006 and Equity in January 2007,

Gross written premium of the UK insurance operations increased by $502 million to $585 million for the current half year period (2006 -
$83 million).

The UK operations have increased premium rates across most classes of business written during the cwrent half year period.

The underwriting result was a loss of $31 million for the current half year period (2006 — a loss of 32 million). The underwriting result
included a loss ratio of 74.9% for the current half year period (2006 — 88.7%). This result benefited from the performance of Equity's
bespoke business compared 10 the prior period's result which was substantially generated from the private motor business.

The increase in expenses ratio to 30.9% from 14.5% was mainly due to the different business operating models of Equity compared to
Advantage. The current half year period expenses ratio also included: .

. Equity’s brokerage commission of 10.8%; and

. industry levies of 2.9%.
The insurance profit of $21 miilion (2006 - $1 million) equated to an insurance margin of 4.0% in the current half year period which is
gahead of the 1.6% for the prior period. This is due to Equity producing an insurance margin of 12.9% offset by Advantage which, despite

showing first signs of improvements, still recorded an insurance loss for the half year peried.

{(iv) Asia insurance operations

Gross wriiten premium of the Asia insurance operatioﬁs was generated from the Thailand operations with a growth of 6% in local currency
terms (or 12% in Australian dollars) to $89 million (2006 ~ $79 million).

The associate company, AmAssurance, generated a flat profit of $3 million for the current half year period (2006 — §3 million}.

(v) Reinsurance operations

The reinsurance operations reflect the business underwritten by IAG Re Labuan (from intragroup operations apart from the Australia
insurance operation and associates) and Alba (Lloyd’s syndicate 4455).

Gross written premium from exiernal parties remained flat at $12 million (2006 — $13 million).
The insurance result was a loss of $38 million for the current half year period (2006 — a loss of $9 million). This was due to:
. the retention of the severe weather events claims reinsured from the UK and New Zealand insurance operations; and

. losses from the Advantage quota share arrangement.
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

DIRECTORS' REPORT

Operating and financial review {continued)

(b) Corporate and investments

Investment income on equity holders’ funds (net of invesiment expenses) decreased by 49% to 386 million from $177 million, including the
unitholders' minority interests. The decrease was dus to:

. lower investment returns in the major asset classes compared to the prior period; and
. the adoption of a more conservative asset mix of 36% growth assets and 64% fixed interest securities.

The net corporate expenses including the amortisation expenscs of the acquired identifiable intangible assets have increased by $29 million
to $125 million.

The increase was mainly attributable to the:

. recognition of the full half year period’s amortisation expenses of $32 million on identifiable intangible assets arising
from the acquisitions of the UK insurance operations in September 2006 and January 2007; and

. recognition of the full half year period’s borrowing costs of $16 miilion from the GBP subordinated term notes issued to
partially fund the acquisitions of the UK insurance operation.

Review of financial condition

(a) Financial position
(i) Assets

The total assets of the IAG Group as at 31 December 2007 are $20,566 million (30 June 2007 - $21,637 million). The decrease is mainly
attributable to the:

. reduction in investments mainly due to:

—the repayment of $300 million Australia dollar denominated subordinated term notes and $42 million (GBP 18
million) of unsecured notes against the proceeds from the issue of NZ$100 million NZ dollar denominated
subordinated term notes; and -

— funding of the claims payments for the significant June 2007 weather related events;

. decrease in reinsurance recoveries due to a reduction in-the gross estimate of the Newcastle storms in June 2007, which
was partially offset by potential recoveries on the Sydney hailstorm in December 2007; and

. strengthening of the Australian dollar exchange rate against other currencies as at 31 December 2007 compared to the
corresponding exchange rate as at 30 June 2607, This resulted in a reduction in the value of assets held in the UK and
New Zealand operations.
(ii} Liabilities:

The total liabilities of the IAG Group as at 31 December 2007 are $15,646 million (30 June 2007 - $16,305 million} with the major

component being general insurance lisbilities of $12,683 million (30 June 2007 — $12,935 million). The movement is mainly attributable
to the: .

. outstanding claims liability was reduced by the payment of claims relating to the June 2007 weather related events and a
reduction in the estimate of the total losses outstanding for the Newcastle storms in June 2007, partially offset by claims
generated in the current half year period;

. repayment of $300 million Australia dollar denominated subordinated term notes and $42 million of unsecured notes,
offset partially by the net proceeds from the issue of NZ$100 million NZ dollar denominated subordinated term notes;

. a decrease in investment creditors and trade and other payables; and

. strengthening Australian dollar exchange rate against other currencies as at 31 December 2007 compared to the
corresponding exchange rate as at 30 June 2007. This resulted in a reduction in the value of liabilities held in the UK and
New Zealand operations.



_5-
INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

DIRECTORS' REPORT

Operating and financial review {continued)

(iii} Equity:

The movement in equity was mainly due to net profit of $127 million generated during the period less dividend payments to minority
interests of $42 million.

The 2007 final dividend paid to IAG equity holders was fully underwritten and has no effect on the movement of total equity from 30 June
2007 to 31 December 2007.

(b} Cash from operations

(i) Cash flows from operating activities:
Net cash flows from operating activities have decreased by $126 million to 373 million.

Excluding the three months and six months impact of the acquisitions of Hastings and Advantage in September 2006 and Equity in January
2007, respectively, net cash inflows from operating activitics decreased by $138 million.

The $138 million decrease in net cash inflow is mainly attributable to:
. increase in premium receipts of $113 million;

. increase in interest income receipts relative to a reduction in dividend income as 2 result of the change in investment mix.
to hold only 36% of growth assets and 64% of fixed interest securities.

. higher claims payments of over $300 million including $180 million relating to the storm that occurred in June 2007 and
higher claim frequency; and

. timing of the settlement of trade and other payables.

(i) Cash flows from investing activities:

Cash inflows from investing activitics have increased by $365 million to net inflows of $235 million. The movement is mainly attributable
to: :

. the proceeds of $114 million from disposal of the premium funding loan portfolio compared to the cash outflows of 3268
million in prior period for the acquisitions of Hastings & Advantage.
(iii) Cash flows from financing activities:

Cash flows from financing activities have decreased by $1,394 million to net outflows of $339 million. This movement is mainly
attributable to:

. repayment of $300 million Australia dollar denominated subordinated term notes and $42 million of unsecured notes
during the current half year period;

. proceeds of $732 million from the issue of ordinary shares in 2006 to partially find the UK acquisitions (net of transaction
costs);
. 10 cash outflows for the 2007 final dividend of $287 million which was fully underwritten compared to a $255 million

payment for the 2006 final dividend in the prior period; and

. issue of $88 million (NZ$100 millidn) NZ subordinated term notes in November 2007 compared to the issue of $617
million (GBP250 million) GBP subordinated term notes (net of discount) in 2006.
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

DIRECTORS' REPORT
Operating and financial review {continued)

(c) Capital adequacy / minimum capital requirements

The IAG Group regulatory capital position relative to its minimum capital requirement (“MCR”), calculated _by applying the Australian
Prudential Regulation Authority standards for individual licensed insurers to the relevant consolidated results, 15 1.87 times MCR. as at 31
December 2007 (30 June 2007 - 1.67 times MCR).

The improvement in MCR multiple was mainly atiributable to:
The slight increase in regulatory capital as a result of:

. the strengthening of the Australian dollar relative to the British pound, thereby reducing the total value of intangibles
assets which are deducted from the capital base;

. net profit attributable to the equity holders of 110 million; and

. issue of NZ dollar denominated subordinated term notes; which was partially offset by the decrease in tier 2 capital due to
the repayment of the Australian doflar denominated subordinated term notes,

The decrease in the insurance, investment and concentration risks is due to:

. reduction in net insurance liabilities since 30 June 2007;
. reduction in reinsurance recoveries receivable;

. the reduction in holding of equity securities; and

. the purchase of additional reinsurance cover.

The multiple remains above the IAG Group’s current benchmark multiple of 1.55 times MCR.

Further information on the IAG Group's result and review of operations can be found in the 31 December 2007 Investor Report on [AG's
website, www.iag.com.au,

Dividends

Details of dividends paid or declared by the Company are set out in note 7.
Events subsequent to reporting date

Details of the matter subsequent to the end of the half year are set out in note 13. This includes:
. Degclaration of interim dividend of 13.5 cents per ordinary share.

Lead auditor's independence declaration under Section 307C of the Corporations Act 2001

The lead auditor's independence declaration is set out on page 8 and forms part of the Directors' report for the half year ended 31 December
2007. '
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

DIRECTORS' REPORT

Rounding of amounts

Unless otherwise stated, amounts in the financial report and Directors' report have been rounded to the nearest million dollars. The
Company is of a kind referred to in the class otder 98/100 dated 10 July 1998 issued by the Australian Securities & Investments
Commission. All rounding has been conducted in accordance with that class order.

‘Signed at Sydney this 29th day of February 2008 in accordance with a resolution of the Directors:

Director
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LEAD AUDITOR'S INDEPENDENCE DECLARATION UNDER SECTION 307C
OF THE CORPORATIONS ACT 2001 ’

To: the directors of Insurance Australia Group Limited

1 declare that, to the best of my knowledge and belief, in relation to the review for the half year ended 31 December 2007 there have been:

@ no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 in relation to the review; and
(b) no contraventions of any applicable code of professional conduct in relation to the review.

FPME
KPMG

Brian Greig
Partner

Sydney
29 February 2008
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

CONSOLIDATED INCOME STATEMENT FOR THE HALF YEAR ENDED 31 DECEMBER 2007

Notes CONSOLIDATED
31 December 31 December
2007 2006
$m $m
Premium reverme 3 3,923 3,369
Outwards reinsurance premium expense 4 (214) (214
Net premium revenue (i) 3.709 3,155
Claims expense 4 (2,806) (2,231)
Reinsurance and other recoveries revenue 3 162 198
Net claims expense  (if) (2.644) (2,033)
Acquisition costs 4 (671) (568)
Other underwriting expenses 4 (302) 207)
Fire services levies 4 (99) (103)
Underwriting expenses  (fii) (1.072) (878)
Underwriting profit / (loss) (i) + (if) + (iii) Y] 244
Investment income on assets backing insurance liabilities 3 235 184
Investment expenses on assets backing insurance liabilities 4 (11) &
Insurance profit 217 420
Investment income on equity holders' funds 3 93 185
Fee and other income 3 274 145
Share of net profit of associates - 3 1 3
Finance costs 4 (58) (50)
Fee based, corporate and other expenses 4 (312) (164)
Net income attributable to minority interest in unitholders' funds 4 (1) (1)
Profit / (loss) before income tax 205 528
Income tax {expense) / credit (78) (146)
Profit / (loss) for the period 127 382
Profit / (loss) for the year attributable to:
Equity holders of the Parent 110 345
Minority interests 17 37
Profit / {loss) for the period 127 382
CONSOLIDATED
31 December 31 December
2007 2006
cents cents
Basic earnings per ordinary share 6 6.07 21.42
Diluted earnings per ordinary share 6 6.03 21.30

The above consolidated income statement should be read in conjunction with the notes to the financial statements.
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INSURANCE AUSTRALJIA GROUP LIMITED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET AS AT 31 DECEMBER 2007

Notes CONSOLIDATED
31 December 30 June
2007 2007
$m $m
ASSETS
Cash and cash equivalents 1,118 1,163
Investments - 10,525 10,884 -
Premium receivable 1,935 2,045
Inventories 1 1
Trade and other receivables ' 982 1,233.
Receivables from related bodies corporate 4 1
Current tax assets 39 19
Defined benefit superannuation asset : 41 62
Reinsurance and other recoveries receivable on outstanding claims 1,088 1,346
Prepayments : 62 62
Deferred levies and charges 119 123
Deferred outwards reinsurance expense ' 332 224
Deferred acquisition costs ) 779 789
Deferred tax assets 213 276
Property, plant and equipment 308 297
Investments in joint ventures and associates 79 75
Intangible assets 722 781
Goodwill 2,219 2256
TOTAL ASSETS ‘ 20,566 21.637
LIABILITIES
Trade and other payables ' 697 1,139
Reinsurance premiums payable 350 160
Payables to related bodies corporate - 1
Restructuring provision - 4
Current tax liabilities ’ 10 63
Uneamed premium lability . 4,105 4213
Minority interest in vnitholders' funds 206 326
Lease provision : ’ 23 22
Employee benefits provision 200 242
Deferred tax fabilities 14 56
Outstanding claims Hability 8,228 8,562
Interest-bearing liabilities ' 8 1.723 2,017
TOTAL LIABILITIES : ' 15.646 16.805
NET ASSETS 4,920 4,832
EQUITY
Share capital 9{a) 4,648 4,361
Treasury shares held in trust . 9(b) (7 (69)
Reserves : %(c) 2 @
Retained eamings 9(d) 195 372
Parent interest 9 4,774 4,660
Minority interest 9(e) 146 172
TOTAL EQUITY 9 4.920 4.832

The above consolidated balance sheet should be read in conjunction with the notes to the financial statements.
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF RECOGNISED INCOME AND EXPENSE FOR THE HALF YEAR ENDED 3i

DECEMBER 2007
Notes CONSOLIDATED
31 December 31 December
2007 2006
$m Sm
Income and (expenses) recognised directly in equity during the period, net of tax
Actuarial gains and (losses) on defined benefit superannuation plans 2) 14
Net movement in foreign currency translation reserve (15) 5
Net movement in hedging reserve 9
Vesting of share based remuneration (1) -#
Acquisitions of minority interest in subsidiaries - _5
'Fota) net income and (expenses) recognised directly in equity €)] 21
Profit for the period 127 382
Total recognised income and (expenses) for the period 118 403
Total recognised income and (expenses} for the period attributable to: . :
Equity helders of the Parent 102 365
Minority interests 16 38
Total recognised income and (expenses) for the period 118 403

* Rounds to zero.

Other movements in equity arising from transactions with equity holders acting in their capacity as equity holders are set out in note 9.

The above consolidated statement of recognised income and expense should be read in conjunction with the notes to the financial
statements.
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

CONSOLIDATED CASH FLOW STATEMENT FOR THE HALF YEAR ENDED 31 DECEMBER 2007

Notes CONSOLIDATED
31 December 31 December
2007 2006
$m $m
Cash flows from operating activities :
Premium received : ' ' 4,006 3,387
Reinsurance and other recoveries received 386 297
Claims costs paid (3,097) (2,327
Outwards reinsurance premium expense paid (187) (196)
Dividends received 3l 48
Interest and trust distributions received : 324 191
Finance costs paid (73 (60)
Income taxes refunded 14 i
Income taxes paid (161) (195)
Other cperating receipts 775 642
Other operating payments (1.945) (1589
Net cash flows from operating activities 73 199
Cash flows from investing activities
Net cash flows on acquisition of subsidiaries @ (268)
Proceeds from disposal of investments and property, plant and equipment 13,147 10,984
Outlays for investments and property, plant and equipment ’ (13,002) (10,819)
Proceeds from disposal of premium funding loan portfolio 114 -
Repayment of premium funding loans 79 209
Advances of premium funding loans (96) (236)
Net cash flows from investing activities 235 (130)
Cash flows from financing activities
Proceeds from issue of ordinary shares 287 750
Proceeds from issue of trust units 378 579
Outlays for redemption of trust units (414) (572)
Outlays for treasury shares 3) -
Proceeds from borrowings 87 269
Repayment of borrowings 347y (352)
Dividends paid to IAG equity holders* : (287) (255)
Dividends paid to minority interests (42) (46)
Dividend received on treasury shares 2 -
Share issue costs paid ‘ - (18)
Net cash flows from financing activities : (339 1.055
Net movement in cash held 31) 1,124
Effects of exchange rate changes on balances of cash held in foreign currencies (14) 13
Cash and cash equivalents at the beginning of the financial period 1.163 718
Cash and cash equivalents at the end of the financial period 1,118 1.853

* Includes dividends settled with shares under the Dividend Reinvestment Plan (refer to note 7) and the fully underwritten 2007 final
dividend (refer to note 9). :

The above consolidated cash flow statement should be read in conjunction with the notes to the financial statements.
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2007

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Insurance Australia Group Limited (“Company”, “Parent” and “JAG”) is a publicly listed company limited by shares, incorporated and
domiciled in Australia. Jts registered office and principal place of business is Level 26, 388 George Street, Sydney, NSW 2000. Tl}e
consolidated half vear financial statements of the Company for the half year ended 31 December 2007 comprise the Company and its
subsidiaries (referred to as “Consolidated entity” and “IAG Group”).

This general purpose half year financial report was authorised by the Board of Directors for issue on 29 February 2008.

This half year financial report does not include all of the notes normally included in an annual financial report. Accordingly, this report is
to be read in conjunction with the annual report for the year ended 30 June 2007 and any public announcements made by the Company
during the half year reporting period in accordance with the continuous disclosure requirements of the Corporations Act 2001.

(a) Statement of compliance

This general purpose financial report for the half year ended 31 December 2007 has been prepared in accordance with the Corporations Act
2001, Australian Accounting Standard AASB 134 Interim Financial Reporting, the recognition and measurement requirements of other
applicable Australian Accounting Standards (including Australian Interpretations) adopted by the Australian Accounting Standards Board
("AASB") and the Australian Securities Exchange Listing Rules.

International Financial Reporting Standards (“IFRS”) refer to the overall framework of standards and pronouncements approved by tpe
International Accounting Standards Board ("TASB"). IFRS forms the basis of the Australian Accomnting Standards, This half year financial
report of the Consolidated entity complies with IFRS. ‘

The current IFRS standard for insurance contracts does not include a comprehensive set of recognition and measurement criteria. The IASB
continues to work on a project to issue a standard that does include such criteria. Until the issuance of that standard, the financial reports
of insurers in different countries that comply with IFRS may not be comparable in terms of the recognition and measurement of insurance
contracts.

(b) Basis of preparation of the financial report

The significant accounting policies adopted in the preparation of this financial report have been consistently applied by all entities in the
Consolidated entity and are the same as those applied for the annual report for the year ended 30 June 2007 unless otherwise noted. These
financial statements have been prepared on the basis of historical cost principles, as modified by certain exceptions, with the principal
exceptions being the measurement of all investments and derivatives at fair value and the measurement of the outstanding claims liability
and related reinsurance and other recoveries at present value.

The presentation currency used for the preparation of this financial report is Australian dollars.
. The balance sheet is prepared using the liquidity format in which the assets and liabilities are presented broadly in order of liguidity.
(i) Australian accounting standards issued but not yet effective

As at the date of this financial report, there are a number of new and revised accounting standards published by the AASB for which the
mandatory application dates fall after the end of this current half year reporting period. None of these standards have been adopted and

applied for the first time during the current reporting period. The standards that have not been early adopted and that are relevant to current
operations are:

. AASB 8 Operating Segments mandatorily applicable for the first time to the 30 June 2010 financial report. The revised standard
will have no financial impact but will impact on financial report disclosures. A single set of operating segments will replace the
business and geographical segments currently disclosed.

a AASRB 101 Presentation of Financial Statements issued in September 2007 mandatorily applicable for the first time to the 30 June
2010 financial report. The revised standard will have no financial impact but will impact on financial report disclosures.

. The IASB issued a revised IFRS 3 Business Combinations in January 2008. It is expected that the AASB will issue a revised
AASB 3 Business Combinations which will have the same requirements as the IASB standard regarding for-profit entities. The
standard is expected to be mandatorily applicable to business combinations for which the acquisition date is on or after 1 July
2009. Early adoption is permitted. The impact of the revised standard has not yet been assessed.

AASB 7 Financial Instruments: Disclosures will be mandatorily applicable for the first time to the 30 June 2008 financial report. This
standard was issued in conjunction with AASB 2005-10 which makes a number of consequential amendments to other standards arising
from the issue of AASB 7. The changes will impact only on annual financial report disclosures.

(i) Changes in accounting policies

There have been no changes in accounting policies which have a material financial impact during the current half year repotting period.
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2007

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(b) Basis of preparation of the financial report {continued)
(iii) Reclassifications of comparatives

There was a restatement of certain balance sheet items due to the finalisation of provisional accounting of the Hastings acquisition, refer to
note i0 for further details.

Certain other items have been reclassified from the Consolidated entity's prior period’s financial reports to conform to the current period’s
presentation.

(iv) Rounding

Amounts in this financial report have been rounded to the nearest million dollars, unless otherwise stated. The Company is t!le _kind of
company referred to in the class order 98/100 dated 10 July 1998 issued by the Australian Securities & Investments Commission. All
rounding has been conducted in accordance with that class order. '

NOTE 2: CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

In the process of applying the significant accounting policies, certain critical accounting estimates and assumptions are used, and certain
judgements are made. ‘

The estimates and related assumptions are based on experience and other factors that are considered to be reasonable, the results of which
form the basis for judgements about the carrying values of assets and liabilities. Actual results may differ from these estimates. The
estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the period in
which the estimates are revised, and the fitture perieds if relevant.

The areas where the estimates and assumptions involve a high degree of judgment or complexity and are considered significant to the
financial statements are:

. Insurance contracts related:
- Claims;
- Reinsurance and other recoveries on outstanding claims, and;
- Liability adequacy test.

There are other amounts relating to insurance contracts that are based on allocation methodologies supported by assumptions (eg
deferred acquisition costs; which cests in the shared services model arc related to the acquisition of general insurance contracts
and so eligible for defetral). The estimates relate to past events, do not incorporate forward looking considerations, and do not
change from year to year,

. Other
- Intangible assets and goodwill impairment testing;
- Acquired'intangible assets initial measurement and determination of useful life;
- Share based remuneration; and
- Defined benefit superannuation arrangements.

The determination of the financial impact of each of these areas on the financial performance and position for the current reporting period
has involved estimates and assumptions based on judgements. The judgement has been applied in a manner consistent with that used for
the annual report for the year ended 30 June 2007.

The accounting judgements made during the half year reporting period that did not involve estimations, including determination of the
existence of control when entities are not wholly-owned, the recognition of the identifiable intangible assets acquired in 2 business
combination, and the probability of recovering carry forward tax losses, are considered to have had no significant impact on the amounts
recognised in the financial report (31 December 2006 and 30 June 2007 — none).
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2007

CONSOLIDATED
31 December 31 December
2007 2006
$m $m

NOTE 3; ANALYSIS OF INCOME
{2) General insurance revenue
Gross written premium 3,851 3,324
Movement in unearned premium liability 72 45
Premium revenue 3,923 3.369
Direct premium revenue 3,910 3,363
Inwards reinsurance premium revenue 13 6
Premium revenue 3,923 3,369
Reinsurance and other recoveries revenue 162 198
Total general insurance revenue 4,085 3,567
(b) Tnvestment income
Dividend revenue 24 37
Interest revenue 285 188
Trust revenue 32 36
Total investment revenue - 341 261
Net changes in fair values of investments
- Realised net gains and {losses) 3 (11)
- Unrealised net gains and (losses) (10) 119
Total investment income 328 369
Represented by:
Investment income on assets backing insurance liabilities 235 184
Investment income on equity holders” funds 93 185

328 369
(c) Fee and other income
Brokerage and commission 80 21
Other fee based revenue 183 107
Other income il 17
Total fee and other income 274 145
(d) Share of net profit of associates 1 3
Total income 4.688 4.084
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

INSURANCE AUSTRALIA GROUY LIMIAEA A 5 LD~

NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2007

CONSOLIDATED

31 December 31 December
2007 2006
Sm $m
NOTE 4: ANALYSIS OF EXPENSES
(a) Expenses as presented in the income statement
Qutwards reinsurance premium expense 214 214
Claims expense 2,806 2,231
Acquisition costs 671 568
Other underwriting expenses 302 207
Fire service levies 99 103
Investment expenses on assets backing insurance liabilities ) 11 8
Finance costs 58 50
Net income attributable to minerity interests in unithotders' funds 10 11
Fee based, corporate and other expenses 312 164
Total expenses ' 4,483 3,556
(b) Analysis of expenses by function :
General insurance business expenses 4,103 3,331
Fee based business expenses 237 104
Corporate and administration expenses 125 96
Investment and other expenses 18 25
Total expenses 4,483 3,556

NOTE 5: SEGMENT REPORTING

(a) Primary reporting - business segments

The IAG Group operated in the general insurance industry throughout the half year reporting period. Revenue from the general insurance
industry is derived from underwriting insurance in Australia, New Zealand, United Kingdom and Asia and the global reinsurance
operations and these form separate reportable segments. Other activities, including corporate services, investment management and
investment of the equity holders' funds, form a separate segment. :

The reported segments have changed from those disclosed in previous periods as a result of the continued expansion of the IAG Group and
the way the business is managed. The change resulted in the merging of what were previously disclosed as two separate segments, being
Australia personal insurance and Australia commercial insurance to form Australia insurance. The comparative information provided has
been reclassified to conform to the current peried's presentation.
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INSURANCE AUSTRALIA GROUP LYMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR END]Q) 31 DECEMBER 2007

‘ CONSOLIDATED
31 December 31 December
2007 2006
cents cents
NOTE 6: EARNINGS PER SHARE
(a) Reporting period values
Basic carnings per ordinary share(® 6.07 21.42
Diluted earnings per ordinary share 6.03 21.30

{i) The basic earnings per ordinary share excludes the treasury shares held in trust from the denominator of the calculation, but includes
carnings attributable to those shares in the numerator, to comply with AASB 133 Earnings per Share: If the amounts relating to those shares
are excluded from both the numerator and denominator, the basic earnings per ordinary share for the half year ended 31 December 2007
would be reduced to 6.03 cents (31 December 2006 - 21.30 cents). :

CONSOLIDATED
31 December 31 December
2007 2006
$m Sm
() Reconciliation of earnings used in calculating earnings per share
Profit for the period 127 382
Profit attributable to minority interests (17 (37N
Profit attributable to equity holders of the Parent which is the earnings used in
calculating basic and diluted earnings per share . . 110 345
CONSOLIDATED
31 December 31 December
2007 2006
Number of Number of
shares in shares in
millions millions
(¢) Reconciliation of weighted average number of ordinary shares used in
calculating earnings per share
Ordinary shares on issue ' ' 1,822 1,616
Treasury shares held in trust (13) 9
Weighted average number of ordinary shares used in the calculation of basic earnings '
per share ’ 1,809 1,607
Weighted average number of dilutive potential ordinary shares relating to:
- Unvested share based remuneration rights supported by treasury shares held in trust 13 9
Weighted average number of ordinary shares used in the calculation of diluted
earnings per share ' 1,822 1,616
The following matters are relevant to the determination of the weighted average number of ordinary shares:
. The reset preference shares are not considered to.be dilutive potential ordinary shares even though they may convert into ordinary
shares because the contingent conversion conditions were not met at the reporting date.

. The reset exchangeable securities on issue by IAG Finance (New Zealand) Limited, a wholly-owned subsidiary of IAG, are not

considered to be dilutive potential ordinary shares because the contingent conversion conditions were not met at the reporting
date.
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEI\/IENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2007

NOTE 7: DIVIDENDS

Cents per ‘ Tax rate for Percentage
share  Total amount Payment date franking credit franked

(a) Ordinary shares Sm

Recognised in half year ended 31

December 2007 :

2007 final dividend 16.0 287 8 October 2007 30% 100%

Recognised in year ended 30 June 2007 ‘
© 2007 interim dividend ‘ 13.5 237 16 April 2007 30% 100%
- 2006 final dividend 16.0 253 9 October 2006 30% 100%

492

It is standard practice to declare the dividend for a period after the relevant reporting date. In accordance with the IAG Group's accounting
policy, a dividend is not accrued for until it is declared and so the dividends for a period are generally recognised and measured in the
financial reporting period following the period to which the dividend relates. )

(b) Dividend reinvestment

There have been no changes in the terms and conditions of the Dividend Reinvestment Plan ("DRP") in operation during the half year
reporting period.

The DRP for the 2007 final dividend paid on 8 Qctober 2007 was settled with the issuance of 58.4 million fully paid ordinary shares priced
at $4.9233 per share (based on the average market price for the ten trading days from 10 September 2007 to 28 September 2007 inclusive)
with 19.4 million shares issued to existing shareholders with dividend entitlements and 39.0 million shares issued to the underwriter of the
subscriptions for the DRP. There was no discount applied.

(c) Dividend not recognised at reporting date

In addition to the above dividends, the following dividend was declared after the reporting date but before finalisation of this haif year
financial report and has not been recognised in this financial report.

Cents per Expected payment Tax rate for Percentage
share Total amount date franking credit franked
Sm
2008 interim dividend 13.5 250 14 April 2008 30% 100%

The dividend was declared on 29 February 2008. The Company's dividend reinvestment plan ("DRP) will operate by issuing new ordinary
shares to participants at 1.5% discount. The last date for the receipt of an election notice for participation in the dividend reinvestment
plan in relation to this interim dividend is 12 March 2008. :
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2007

CONSOLIDATED
31 December 30 June
2007 2007
$m $m

NOTE §: INTEREST-BEARING LIABILITIES
(a) Composition
Unsecured
Unsecured notes (i) 45 89
NZD senior term notes 44 45
Receivables refinancing debt (i) - 6
Derivatives related to USD subordinated term notes 122 125
Subordinated term notes (i) - 299
USD subordinated term notes 273 283
Euro / USD floating rate notes 47 46
GBP subordinated term notes 567 591
NZD subordinated term notes (ii) 88 -
Reset preference shares 550 550
Secured
Secured mortgage 2 2
Less: capitalised transaction costs as) (19}

1,723 2017

{(b) Significant changes during the period

There has been no change in terms and conditions of the interest-bearing liabilities since 30 June 2007 except for the following:

(i) The reduction in balances of these interest-bearing liabilities is represented by the repayments made during the current half year period.

(ii) The NZD subordinated term notes have a face value of NZ3100 millicn,
Limited (a wholly-owned subsidiary of Insurance Australia Limited). They are fixed rate notes with
payable semi-annuaily. The notes mature in November 2017, however, they may be red
2012 onwards, subject to the approval of the Australian Prodential Regulation Authority ("APRA™). If the notes are not redeemed in
November 2012, ali notes become floating notes with an interest rate of three month New Zealand Bank Bill Swap Rate plus a margin of
1.50% per annum. The notes qualify for lower tier 2 capital for the purpose of Insurance Australia Limited's APRA regulatory capital

position.

(iii) All other movements in balances from 30 June 2007 to 31 December 2007 represent differences in exchange rates at each reporting

date and mark to market movements.

and were issued at par by Insurance Australia Funding 2007
an interest rate of 9.105% per annum,
eemed at par at the issuer's option from November
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS FOR THE HALFE YEAR ENDED 31 DECEMBER 2007

CONSOLIDATED
31 December 30 June 31 December 30 June
2007 2007 2007 2007
Number of shares  Number of $m $m
million shares
million
NOTE 9: RECONCILIATION OF TOTAL EQUITY
Share capital
Ordinary shares
Balance at the beginning of the financial period 1,794 1,595 4,361 3,263
Shares issued under institutional placement - 136 - 750
Institutional placement share issue costs, net of
tax _ - - - (13)
Shares issued under Share Purchase Plan - 23 . - 125
Share Purchase Plan issue costs, net of tax - - - (H
Shares issued for the fully underwritten dividend 59 40 287 : 237
Balance at the end of the financial period — e L833 1704 4648 4361
CONSOLIDATED
31 December 30 June
2007 2007
Sm $m
(a) Share capital (refer above) 4,648 4,361
(b) Treasury shares held in frust
Balance at the beginning of the financial period (69) (40)
Acquisition of shares 3 (30
Shares vested and/or released to participants 1 1
Balance at the end of the financial period an {69)
(¢) Reserves
Foreign currency translation reserve
Balance at the beginning of the financial period (34) (15)
Net exchange difference on translation of foreign operations (3] (73
Hedge of net investment in a subsidiary 54 54.
Balance at the end of the financial period 49 (34)
Share based remuneration reserve
Balance at the beginning of the financial period 33 19
Charged to profit for the period 13 15
Transfers from the reserve upon vesting of rights/shares 1y {
Balance at the end of the financial period 45 33
Hedging reserve
Balance at the beginning of the financial period 3 (10
Net movements in fair value of derivatives forming hedge 3 (o)
Net movements in fair value recognised in profit 10 40
Net tax impact from movements (4) (3)
Balance at the end of the financial period 6 (3)

Total reserves

2 (4)
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INSURANCE AUSTRALIA GROUP LIMITED AND SUBSIDIARIES

NOTE 9: RECONCILIATION OF TOTAL EQUITY (Continued)

NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2007

CONSOLIDATED
31 December 30 June
2007 2007
$m $m
(d) Retained earnings .
Balance at the beginning of the financial period 372 274
Profit atiributable to equity holders of the Parent 110 552
Actuarial gains and {losses) on defined benefit superannuation plans, net of tax (2) 39
Dividends declared and paid (287) 492)
Acquisition of minority interest in subsidiaries - (3)
Dividends on treasury shares held in trust 2 4
Balance at the end of the financial period 195 372
Parent interest .._—_=—f.!‘7’:='M =..=—-‘4__6—60
(e} Minority interests
Balance at the beginning of the financial period 172 180
Profit atiributable to minority interests . 17 77
Actuarial gains and (losses) on defined benefit superannuation plans, net of tax,
attributable to minority interests 1 1-
Share based remuneration reserve - -
Distributions to minority interests (42) (86)
Balance at the end of the financial period 146 172
Minority interests comprising:
— Share capital 126 126
—Retained earnings 20 46
Minority interests 146 172
Total equity . 4.920 — . 4.832
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NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED 31 DECEMBER 2007

NOTE 10: ACQUISITIONS AND DISPOSALS OF BUSINESSES

31 December 2007

There have been no changes in the current half year reporting period to the JAG Group structure composition ha\'.'ing a mate.rial impact on
the financial performance or position of the Consolidated entity. Brief information is provided about the following transactions that have
occurred.

(i) Acquisition of New Zealand based general insurance business

The IAG Group acquired the renewal business of Anthony Runacres and Associates Limited effective 30 November ZOQT for a tqtal
acquisition cost of $7 million including transaction costs and the estimated present value of deferred consideration. The business consists
of insurance and risk professionals who specialise in fire and general insurance broking in the commercial sector.

(ii) Acquisition of vegional broking businesses in the United Kingdom

The IAG Group continued with its strategy in the United Kingdom ("UK") of acquiring smailer regional brokers. “There were several
businesses acquired during the period with total consideration paid of $11 million. The largest acquisition during the period was the
purchase of Just Idol Limited (irading as Diamond Insurance Services) effective 1 November 2007 for a total acquisition cost (including
transaction costs) of $5 million. :

(iii) Disposal of CGU Premium Funding loan business

Effective 17 August 2007, the IAG Group disposed of the existing and ongoing loan business of CGU Premium Funding Pty Limited. A net
profit of $9 million was recognised from the sale of the business.

31 December 2006

Information is provided below regarding the finalisation of the acquisition accounting for one of the acquisitions made during the preceding
financial year ended 30 June 2007. For further details on the changes in the IAG Group structure -during the financial year ended 30 June
2007, refer to the 2007 annual report.

Acquiisition of Hastings Insurance Services Limited and Advantage Insurance Company Limited

The Consolidated entity, effective 29 September 2006, acquired 100% of the share capital of Hastings Insurance Services Limited
(“Hastings”) and Advantage Insurance Company Limited (“Advantage™) which are involved in general insurance broking and underwriting
in the UK. The fair value of the net assets and acquired intangible assets have previously been reported on 2 provisionai basis. The table

below shows the final amounts used in accounting for the transaction together with adjustments made to the previously reported provisional
amounts.

CONSOLIDATED
Notes Provisional Adjustment Final
$m $m $m

Purchase consideration (including transaction costs) () 349 _(28) 321
Total assets ) 447 - 447
Total liabilities o) (422) (28 (450}
Fair value of net identifiable assets acquired 25 t28) 33
Customer relationships (ii) 52 38 16
Brands ' 96 - 96
Other contractual arrangements - software 20 - 20
Fair value of identifiable intangible assets acquired 168 (36) 132
Goodwil (ii) 156 36 192

: 324 - 324

(i) This adjustment to the acquired tax liabilities reflects & final assessment received from the UK tax authority of tax liabilities relating to
Ha\.stmgs for tax periods prior to the date when the company was acquired by the IAG Group. The change has been reflected as an
adjustment to the consideration paid as the amount is being recovered from the retention account with a portion of the original

consideration paid having being retained to settle this known liability. This adjustment has therefore had no impact on the goodwill
recognised.

(ii) Detailed work completed in the current half year reporting period has resulted in the identification of errors with certain inputs used in
the prov.lswnal acquisition date valuation of one of the acquired intangible assets. The correction of these inputs has resulted in a
reallocation of value between the acquired intangible asset and goodwill.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE HALF YEAR ENDED 33 DECEMBER 2007

SN e AT i

NOTE 11: CONTINGENCIES

There have been no material changes in contingent liabilities or contingent assets since 30 June 2007. As at 30 June 2007, Hasti_ngs prior
year potential tax assessments were outstanding. The assessments werc received during the current half year period resulfed in no net
financial impact (refer to note 10 for further detail).

NOTE 12: RELATED PARTY DISCLOSURES

The 1AG Group continues operating a shared services model with the use of dedicated units and entities to provide services throughout the
1AG Group. For further details on these arrangements, refer to the annual report for the year ended 30 June 2007. All transactions that
have occurred among subsidiaries within the IAG Group have been eliminated for consolidation purposes.

NOTE 13: EVENTS SUBSEQUENT TO REFORTING DATE

As the following transactions occurred after reporting date and did not relate to conditions existing at reporting date, no account has been
taken of them in the financial statements for the half year ended 31 December 2007.

(a) Declaration of interim dividend

On 29 February 2008, an interim dividend of 13.5 cents per share, 100% franked, was declared by the Company. The dividend will be paid
on 14 April 2008.

CONSOLIDATED
31 December 30 June
2007 2007
$ $
NOTE 14: NET TANGIBLE ASSETS
‘Net tangible assets per ordinary share 0.9% 0.90

Net tangible assets per ordinary share has been determined using the net assets on the balance sheet adjusted for minority interests,
intangible assets and goodwill.
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DIRECTORS' DECLARATION

In the opinion of the Directors of Insurance Australia Group Limited:
(a) the financial statements and notes 1 to 14, are in accordance with the Corporations Act 2001 including:

(i) giving a true and fair view of the financial position of the Consolidated entity as at 31 December 2007 and of its performance,
as represented by the results of its operations and its cash flows, for the half year ended on that date; and

(ii) complying with Australian Accounting Standard AASB 134 Inferim Financial Reporting and the Corporations Regulations
2001; and

L) there are reasonable grounds to believe that the Company will be able to pay its debts as and when they become due and payable.

Signed at Sydney this 29th day of February 2008 in accordance with a resolution of the Directors.

. Director

Director
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INDEPENDENT AUDITOR'S REPORT TO THE EQUITY HOLDERS OF INSURANCE AUSTRALIA GROUP
LIMITED

We have reviewed the accompanying half-year financial report of Insurance Australia Group Limited (the _“Company”), which compr_ises
the consolidated balance sheet as at 31 December 2007, and the consolidated income statement, consolidz}teq statement of -recogn.ls.ed
income and expense and consolidated cash flow statement for the half-year ended on that date, a summary of significant accounting policies

and other explanatory notes 1 to 14 and the directors’ declaration of the consolidated entity comprising the Company and its subsidiaries at
the half-year’s end or from time to time during the half-year.

Directors' responsibility for the Sfinancial report

The directors of the Company are responsible for the preparation and fair presentation of the half-year financial report in accordance with
the Australian Accounting Standard AASB 134 Interim F inancial Reporting and the Corporations Act 2001. This responsibility includes
designing, implementing and maintaining internal controls relevant to the preparation and fair presentation of the half-year financial report
that is free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditor's responsibility

QOur responsibility is to express an opinion on the half-year financial report based on our review. We conducted our review in accordance
with the Auditing Standard on Review Engagements ASRE 2410 Review of an Interim Financial Report Performed by the Independent
Auditor of the Entity, in order to state whethet, on the basis of the procedures described, we have become aware of any matter that makes
us believe that the half-year financial report is not in accordance with the Corporations Act 2001 including: giving a true and fair view of
the Company’s financial position as at 31 December 2007 and iis performance for the half-year ended on that date; and complying with
Australian Accounting Standard AASB 134 Interim F inancial Reporting and the Corporations Regulations 2001. As auditors of Insurance

Australia Group Limited, ASRE 2410 requires that we comply with the ethical requirements relevant to the audit of the annual financial
report.

A review of a half-year financial report consists of making enquiries, primarily of persons responsible for financial and accounting matiers,
and applying analytical and other review procedures. A review is substantially less in scope than an audit conducted in accordance with
Australian Auditing Standards and consequently does not enable us to obtain assurance that we would become aware of all significant
matters that might be identified in an aundit. Accordingly, we do not express an audit opinion,

Conclusion

Based on our review, which is not an audit, we have not become aware of any matter that makes us believe the half-year financial report of
Insurance Australia Group Limited and its subsidiaries is not in accordance with the Corporations Act 2001, including:

(a) giving a true and fair view of the consolidated entity's financial position as at 31 December 2007 and of its performance for the
half-year ended on that date; and

(b complying with Australian Accounting Standard AASB 134 Interim Financial Reporting and the Corporations Regulations 2001.
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